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Depending on the law, shareholder proposals are therefore one of the principal mechanisms through which shareholder activism can be carried out. The aim is to influence 1 rather than to control the company. Typically, this is the case even in proxy fights in the USA, which are primarily conducted through precatory (non-legally binding) shareholder resolutions. This may raise questions about the effectiveness of shareholder proposals as a mechanism for shareholder activism.
2 However, the shareholder proposal remains an important mechanism through which shareholders, especially institutional investors, engage in activism.
In recent times, the landscape and mechanisms of shareholder activism have changed with the emergence of hedge funds; this is a special category of institutional investor that differs from 'traditional institutional investors' such as mutual funds, pension funds, insurance companies and investment banks. The main difference lies in their different investment strategies, stockholding periods and expectations regarding investment returns. Although not all hedge funds are activists, those who are target companies that have underperformed or are underperforming to maximize their investment returns within the minimum investment period. 3 To this end, hedge funds commonly launch campaigns to advocate for change in targeted firms, putting pressure on management to improve corporate governance as a measure to improve performance. Once hedge funds have made their expected profits, they quickly exit by selling stocks. While some critics say that hedge fund activism is simply about making a short-term profit, it can be argued that hedge fund activism may also add value in that they leave lasting improvements in corporate governance within the companies they leave behind.
Building on this idea, China introduced the Qualified Foreign Institutional Investors (QFIIs) scheme into its stock market in 2002. The introduction of this scheme was based on the successful experience of Taiwan's QFIIs scheme. The expectation is that QFIIs will engage with portfolio companies because they have considerable practical experience in issues relating to corporate governance 4 and, under the QFIIs regulations in China, they cannot be short-term stockholders in portfolio companies. 5 By requiring QFIIs to hold shares on a medium-to long-term basis, their holdings will be illiquid and they will either have to accept existing corporate governance practices or attempt to bring about change. This raises the question of whether adequate mechanisms are available to allow QFIIs to engage in activism to improve corporate governance. It also raises the question as to whether the range of mechanisms available differs from their home jurisdiction, as this may affect the outcomes of activism. 'If QFIIs do not engage in institutional activism, this might be because appropriate mechanisms are not available, or because there are other barriers preventing them from doing so. If this is the case, what are the potential mechanisms available to QFIIs that enable them to perform activism?' This article will propose some answers to this question, something which the literature to date has failed to do.
The rest of this article will be structured as follows. Section 2 discusses the current mechanisms of institutional activism in the USA and Europe. This includes the types of mechanisms that institutional investors currently use to engage with the companies in whom they hold shares. Section 3 examines the mechanisms available to QFIIs in China. Attention will be paid to the potential availability of mechanisms for QFIIs in Chinese listed companies. Final conclusions are then presented in Section 4.
The mechanisms of institutional activism in the USA and Europe
The corporate governance literature has identified several mechanisms through which institutional investors may be able to conduct shareholder activism in practice, either privately or publicly. These mechanisms mainly include shareholder proposals, jawboning, 6 targeting announcements, 7 public censure, 8 dialogue 9 and coalition 10 (also known as a 'wolf pack').
11 Private mechanisms are used by shareholders for behind-thescenes communication and negotiation with management and are not publicly observable. Public mechanisms are used by shareholders to issue public threats to management and are observable through media such as newspapers, television or websites. Relatively speaking, institutional investors prefer private mechanisms to public mechanisms when they engage with management.
12 This is perhaps because private mechanisms are not confrontational or hostile, making it easier to communicate with management. Private mechanisms are usually used before shareholding acquisition; public mechanisms are therefore only resorted to after relevant shareholding has been acquired. If public mechanisms are used, it might imply that private mechanisms have failed. For example, 'a shareholder proposal signals the failure of direct negotiations to prompt such change'. 13 In this scenario, institutional investors may need to launch an activist campaign and a public mechanism is probably the last resort before a divestment or takeover. Jawboning is a form of 'informal negotiations' 14 between shareholders and management and is therefore a private and mutual form of communication. It is usually the first step shareholders take to initiate their activism and involves direct engagement with management. This is because it is less costly in practice and does not require the shareholding stake to be increased as it is large enough to influence management. In addition, shareholders can also use lobbying, 15 a form of jawboning, through the good offices of third parties, including professional bodies such as proxy consulting companies. This facilitates communication between shareholders and management and thus promotes shareholder activism. In general, jawboning, as a mechanism of shareholder activism, is much less effective in initiating changes in management due to the lack of a controlling block of shares.
Dialogue is a forum through which 'corporations and shareholder activist groups mutually agree to engage in ongoing communication to deal with' 16 a specific or obvious issue that needs to be addressed because it may result in underperformance or poor governance outcomes. For shareholder activists, the purpose of dialogue is to engender management change. Dialogue can be 'a powerful catalyst for change' 17 because it can inspire both parties to work together to arrive at mutually agreed resolutions. In this way, the relationship between shareholders and management may shift from confrontation to consultation, which may be sufficient to establish a good, or at least good enough, working relationship enabling both sides to perceive the net benefits from continued communication. 18 The advantage of dialogue is that both parties can tone down their rhetoric and instead exchange views in a way that establishes common ground 19 upon which they can achieve their goals. From this point of view, dialogue can be an alternative to a shareholder proposal, as its non-confrontational nature means that management may be more willing to communicate and negotiate with activist shareholders to keep them from launching a public campaign that exposes management to the spotlight of public opinion and damages their corporate reputation.
Compared with jawboning, dialogue is a formal negotiation that takes place between activist shareholders and corporations, although it is also conducted behind-the-scenes. The distinction between both is evident. The drawbacks of jawboning are its brevity and casualness which means that it is insufficient on its own to ensure meaningful communication between both parties. The advantage of dialogue is that its more structured and formal format can be productive in terms of information exchange between both parties and ensures constructive communication. It provides an opportunity for both parties to address common needs and interests and arrive at an agreement so that they can avoid costly and distracting confrontation. Research shows that some dialogue continues for years, which may suggest that workable communication continues between activist shareholders and management. However, dialogue is not a universal remedy and talking does not solve everything. 20 If this happens, dialogue should cease and activist shareholders should then resort to going public. Nonetheless, dialogue has become an increasingly popular mechanism not only for activist shareholders but also for corporate management to communicate and negotiate their common concerns.
A targeting announcement is a form of 'symbolic targeting', 21 which refers to institutional investors who announce a list of targeted shares, indicating their intention to purchase. The aim is to send a signal to companies with shares listed on the targeting list, warning about corporate governance issues or poor firm performance. 22 This makes them aware they are potential targets for shareholder activists lobbying for changes in management. It can place companies on the targeting list under 'publicity', 23 which can signal to management that there is a need to improve corporate governance and a firm's performance. If management disregards this signal, a shareholder proposal may be introduced by shareholders to initiate management change, 24 which may trigger a proxy fight. The publicity can also have the additional effect of motivating non-targeted firms to improve corporate governance to stay off the targeting list. 25 Traditional institutional investors such as mutual funds and pension funds frequently use this method to signal their concerns about the affairs of targeted companies. For example, a targeting announcement came from the California Public Employees' Retirement System (CalPERS) in 1986. It did not aim to threaten management but encourage them to engage in good practice with respect to corporate governance and firm performance.
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Shareholder activism of this sort is also called 'CalPERS' activism'. 27 Public censure involves publicly criticizing firms with problems in relation to corporate governance and firm performance by 'naming names'. 28 The power of the media therefore lies in its ability to 'shame' 29 corporate management. The rationale behind 'naming names' is to influence public perceptions and shape public opinion and thus provoke a backlash against management. For instance, it has been observed that public opinion has more persuasive power than individual decisions. 30 The 'shaming' can have 'an important impact on corporate reputation linked to public opinion', 31 which can engender reputational concerns among management and prompt them to act to improve corporate governance and firm performance. Public censure can take several forms, including that of a publicized letter sent either to companies or to shareholders stating the issues to be addressed, 32 a media campaign showing pictures of the board in newspapers under the headline 'Badly-performed assets', 33 publicizing a dissenting vote, openly criticizing management in the media, 34 or publishing letters through newspapers and websites laying out the strategy for voting down a management proposal. 35 Clearly, public censure can put corporate management in the spotlight of public criticism, which can degrade its reputation and downgrade corporate value. The effectiveness of public censure is facilitated by the reputational threat posed by media coverage and operates by inflicting reputational damage. Reputation threat may lead to management yielding to the pressure of public censure because reputational damage is lethal for both management and companies, damaging their competitiveness in a market economy.
Coalition is 'a cooperative game' 36 whereby activist shareholders coordinate with other shareholders to join and form a voting alliance to influence management to enact change. Coalition is a coordinated action that is usually conducted behind-the-scenes. It can be taken by an activist shareholder who is 'overweighted' and can take the lead in organizing joint shareholder action. 37 Overweighted stock 38 provides a greater incentive for an activist shareholder to form a shareholder coalition than underweighted stock as they then stand to gain more from the success of intervention. To form a shareholder coalition or potential shareholder coalition, an activist shareholder first needs to own overweighted stock enabling them to take the lead and solicit support from fellow activist shareholders and any other shareholders in taking coordinated or potentially coordinated action. This is usually how an activist hedge fund has been created. Hedge funds do not usually have sufficient weight to effectively press for changes in targeted companies. The presence of a lead hedge fund is a necessary condition for a value-increasing coalition to emerge. This is because the lead hedge fund 'can offer a more profitable operating strategy' 39 that is tempting to fellow hedge funds and other institutional investors.
An activist shareholder may simply own a token number of shares and lack the resources to mount a serious threat to management. black-and-white issue provides something concrete to rally around. 40 This is because such an issue will be the basis upon which activist shareholders can build a strong campaign strategy that may encourage fellow activist shareholders and others to join a shareholder coalition. As fiduciary shareholders, institutional investors play a crucial role in forming a shareholder coalition, which is therefore an important mechanism for shareholder activism. This is especially true of hedge funds who usually take the lead as activist shareholders in building a shareholder coalition such as the one built by the 'wolf pack' over the last decade.
A shareholder proposal is a document that shareholders formally submit to the general meeting for a vote in order to effect change in relation to corporate management. It is created by the Securities and Exchange Commission (SEC) under Section 14 of the Securities and Exchange Act of 1934 in the USA. To be submitted to the general meeting, the shareholder proposal should be included in the annual proxy statement. 41 This means that proxy access and a proxy fight can only be carried out through the shareholder proposal. Thus, it is a mechanism through which shareholders exercise their right to vote and it empowers them to engage with management, although they are often 'apathetic' 42 or 'passive'. 43 Institutional investors began to submit shareholder proposals on corporate governance issues in 1987 after the emergence of large institutional investors in the late 1980s. Nowadays, a shareholder proposal is still the dominant mechanism of shareholder activism and is widely used by shareholders, especially institutional investors, although most of them are usually apathetic.
Historically, these mechanisms developed primarily in the USA and were subsequently extended to Europe, especially the UK. However, differences may exist between USA and European institutional investors regarding their preferences for mechanisms. Current trends seem to suggest that mechanisms such as shareholder proposals, targeting announcements, public censure and shareholder coalition are dominant in the USA while in Europe mechanisms such as jawboning and dialogue are preferred.
The USA
A wave of non-confrontational shareholder activism waged by financial institutions, most commonly pension funds and mutual funds, began in the mid-1980s. 44 Observable institutional shareholder activism comes from CalPERS, which initiates the targeting announcement in the form of the Focus List (the targeting list) and serves as the mechanism of CalPERS shareholder activism. The use of a targeting announcement as a normal mechanism of shareholder activism among traditional institutional investors such as mutual funds and pension funds, CalPERS especially, has been widely documented in the research literature. 45 Although still in vogue, there has recently been a shift towards new trends. For example, over the last decade, typical institutional activism in the USA has been in the form of a proxy fight, which has mainly been launched by hedge funds to form a shareholder coalition or potential shareholder coalition (wolf pack) seeking change in targeted companies. Even though a proxy fight launched by traditional institutional investors has often been unsuccessful in the past, recent proxy fights launched by hedge funds have been successful more than 60 per cent of the time. 46 This is probably because 'a proxy fight is the shareholder's only effective weapon to bring about significant change in the target firm'. 47 A coalition, or wolf pack, is the mechanism through which activist shareholders can effect such change. Activist hedge funds can use the mechanism of a wolf pack to solicit fellow hedge funds and other institutional investors to 'hunt together and seek the same prey'. 48 In this way, activist hedge funds can increase their influence on corporate management. Currently, the wolf pack is the dominant mechanism of institutional activism in the USA. Research on hedge fund activism through the mechanism of the wolf pack has been widely reported in the literature, indicating that the debate on the merits and demerits of hedge fund activism continues.
A typical activist campaign is a sequential decision process that comprises four stages: demand negotiation, board representation request, proxy threat and a proxy fight where a range of activism tactics are used. 49 Hedge fund activism involves waging or threatening to wage a proxy fight, aiming to provoke change within management in the targeted company. Most mechanisms of shareholder activism may be used by activist hedge funds during a campaign for a proxy fight; these may be direct or indirect, depending on the type of campaign launched. Direct mechanisms attempt to affect the outcomes of strategic direction and performance while indirect mechanisms endeavour to influence them through refinements to corporate governance. 50 The former, which include jawboning, targeting announcements or dialogue are usually used before waging a proxy fight while the latter, which include public censure, shareholder coalition or shareholder proposals, are normally used after launching a proxy fight. Typically, activist shareholders therefore first contact portfolio companies when certain issues that concern them. mechanisms allow the parties confront and challenge each other in a hostile situation. Direct mechanisms mean going public, which may send a signal to the market that management refuses to cooperate with activist shareholders regarding management change. In this scenario, activist shareholders may probably need to wage a proxy fight by means of a 'wolf pack', either for real or simply as a threat. This is usually the case regarding hedge fund activism in the USA and conventional wisdom corroborates this practice.
Several reasons may account for the current trend among hedge funds to use the mechanism of the 'wolf pack' to wage activist campaigns in the USA. First, the 'wolf pack' can sidestep regulation barriers such as 'acting in concert' and 'group person'. In a 'wolf pack', only the lead activist hedge fund with more than a 5 per cent stake of shares in the target firm needs to register with the SEC for a regulation 13 D filing. Fellow activist hedge funds and other institutional investors who support the lead activist hedge fund are publicly unknown. This is because they own less than a 5 per cent stake of shares in the target firm and do not need to register with the SEC for a regulation 13 D filing. Those with more than a 5 per cent stake of shares in the target firm, such as mutual funds and pension funds, may support the activist hedge fund in secret. This makes it particularly difficult for corporate management to find evidence enabling them to charge any entity with the formation of an activist hedge fund's coalition. Thus, the 'wolf pack' cannot be caught by 'acting in concert' and 'group person'. Second, the 'wolf pack' can exist in the form of a loose, temporary coalition. It may form when an activist hedge fund campaign starts and dissolve when the campaign ends. It can be formed, either agreed or implied, between the lead activist hedge fund and fellow activist hedge funds and other institutional investors. This means that the 'wolf pack' can be immune from the costs of building and maintaining a formal shareholder coalition, which can be formidable. Third, the 'wolf pack' is a behind-the-scenes coalition. Only the lead activist hedge fund appears in public, fellow activist hedge funds and other institutional investors then coordinate with the lead activist hedge fund in secret. The lead activist hedge fund can take advantage of this to build a coalition or potential coalition with enough coordinated shareholdings to put pressure on management in the targeted firm. Management is unaware of the danger of this threat before the activist hedge fund files a regulation 13 D registration with the SEC. This means they may underestimate the actual threat posed by activist hedge funds.
Fourth, as argued in this article, the 'wolf pack' cannot easily be weakened by entrenched managerial hegemony, unlike other mechanisms that may be available to activist hedge funds. For example, management can, if they wish, ignore shareholder proposals, jawboning, targeting announcements, dialogue and even public censure because the effectiveness of these depends on the cooperation of management. If management refuses to engage, these mechanisms are useless. For instance, if a shareholder proposal passes resolution at a shareholders' general meeting it still needs to be approved by the board of directors, who often do not give their approval in practice.
However, management cannot weaken the 'wolf pack' no matter how entrenched they have been. The reasoning is obvious. When the 'wolf pack' holds a controlling or potentially controlling interest in the shares of a targeted firm, management is powerless and may give ground. If they do not a proxy fight may ensue and there is then the additional risk of a takeover. Management may be replaced if a proxy fight is successful and if a takeover succeeds. The scenario is especially true in a stock market such as that in the USA where corporate ownership is widely dispersed and controlling shareholders are normally absent.
Europe
Unlike the USA, a proxy fight in Europe is rare or 'infrequent'. 52 Consequently, a shareholder coalition or 'wolf pack' is not a preferred mechanism of shareholder activism in Europe, even in the UK. However, hedge fund activism has indeed spread from the USA into Europe, particularly in the UK where 'wolf pack activism' has increased to some degree over the past decade. Nevertheless, there is still little direct evidence of the existence of shareholder coalitions in the UK. 53 The conventional wisdom is that hedge fund activism is carried out by means of a shareholder coalition or potential shareholder coalition, that is, a 'wolf pack'. However, there is hardly any direct research evidence for this. For example, Crespi and Renneboog used the Shapley-Shubik power index to indirectly measure the extent to which individual shareholders (or groups of shareholders) are pivotal in forming potential voting coalitions. Their aim was to identify indirect evidence for the potential existence of shareholder coalitions and their research confirms that there may be anecdotal evidence for the existence of such coalitions in the UK.
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One explanation for the lack of direct evidence on shareholder coalitions may be that their existence, either agreed or implied, is confidential and not made public. Such an agreement does not need to be in writing nor does it need to be legally binding, although in practice voting agreements may indeed exist. Such agreements can be either formal or informal. There is no regulatory requirement for shareholders to disclose their voting agreements in the UK. This is somewhat different from continental countries such as Italy 55 and France, 56 where there is a legal obligation for shareholders to disclose their voting agreements to their stock exchange regulators.
If a shareholder coalition does exist in the form of voting agreements, either formally or informally, it is forged on an ad hoc basis with a specific aim such as removing incumbent management or reacting to a take-over announcement. 57 While ad hoc collective engagement such as discussions and understandings might be reached between activist shareholders and their supporters, it is unlikely to be defined as 'coming together to act in concert' under Rule 9.1 of the City Code on Takeover and Mergers. 58 The exception is when activist shareholders and their supporters, who requisition or threaten to requisition, are presumed to be 'acting in concert' if they consider a 'board controlseeking' proposal at the general meeting. 59 One implication of this presumption is that the obligation of a mandatory bid offer will be triggered if the threshold of the requisition or threatened requisition reaches 30 per cent of shares or voting rights in the target company.
This obligation makes activist shareholders acutely aware of the threshold of stakebuilding, which prompts them to keep their coalition or potential coalition a secret and their intentions and ownership stakes hidden from the management in the target company. However, the Financial Conduct Authority (FCA) Disclosure Guidance and Transparency Rules (DTR 5) requires a shareholder to notify the listed company of the percentage of voting rights he or she holds when the percentage of this shareholding exceeds or falls below certain thresholds. 60 In addition, Section 793 of Company Act 2006 enables a listed company to require disclosure from any person it knows or believes has had an interest in its shares at any time during the previous three years. 61 Section 793 does not apply unless a company requires such disclosure. The notification or disclosure requirement can serve as an early warning to the targeted company and help it to identify potential activist shareholders irrespective of whether they are 'acting in concert'. This may be a legal risk to activist shareholders because Rule 9.1 of the City Code on Takeover and Mergers can be triggered when their shareholdings, either individually or collectively, have been identified as being close to 30 per cent of the voting rights in that company. Although the UK Stewardship Code (Code) encourages the collective engagement of institutional investors, 62 they do need to be alert to this legal risk. Compared to a shareholder coalition, dialogue seems to be more widely preferred by activist shareholders in the UK, where shareholder activism is often less confrontational in nature. According to the Code, engagement is regarded as purposeful dialogue between institutional investors and companies on matters and issues that are the immediate subjects of votes at general meetings. 63 Institutional investors should be prepared to enter a dialogue if they do not accept the company's position. 64 Although the Code is applied on a comply or explain basis, institutional investors typically approach portfolio companies directly and engage in dialogue constructively with management, hoping to reach a negotiated consensus. The motivation for dialogue as the preferred mechanism in the first stage of a shareholder activism campaign is not only to enable management to fully understand the issues being raised but also to enable a simple solution to become reality.
In continental Europe, fewer public mechanisms appeal to activist shareholders because public campaigns such as proxy fights are not as far-reaching, sophisticated or as extensive as they are in the USA, although their number is increasing, particularly when US activists are involved, as is the case for hedge fund activism. Their lack of appeal, however, lies in the regulation of disclosure requirements on stock ownership, which is stricter in continental Europe than it is in the USA. In the USA, the SEC Schedule 13 D requirement does not seem to directly capture hidden ownership, the method of stakebuilding used by the 'wolf pack'. The disclosure requirement has had an impact on hedge fund activism. However, this impact ultimately depends on the incidence of undisclosed activist stake-building. In other words, whether hedge funds can build stakes sufficient to wage or threaten to wage activist campaigns before they register their regulatory filings and disclose their ownership acquisitions in the target companies. The SEC Schedule 13 D disclosure requirement of a 10-day window allows activist hedge funds to build stakes of hidden ownership sufficient to wage their activist campaigns.
In contrast, the EU Shareholder Rights Directive (SRD) is strict on stock ownership disclosure in its member countries, and has tightened disclosure requirements on shareholder rights such as shareholder identity, investment transparency and shareholder engagement to facilitate dialogue between companies and their shareholders. 65 The SRD criticizes institutional investors who are often less than transparent about their investment strategies, their engagement policy and the implementation thereof. 66 This means that companies are often unable to identify their shareholders because shares of listed companies are held through complex chains of intermediaries. 67 To be transparent, institutional investors must develop and publicly disclose an engagement policy on a comply or explain basis 68 and companies should have the right to identify shareholders holding more than a certain percentage of shares or voting rights, which should not exceed 0.5 per cent. 69 The percentage threshold requirement does not prevent Member States from adopting, maintaining or enforcing more stringent provisions. 70 In their engagement policies, institutional investors must describe how they exercise voting rights and other rights attached to shares, and cooperate with other shareholders. 71 Regarding their right to obtain information regarding shareholder identity, companies can request any intermediaries holding personal data of shareholders to provide the requested information without delay. 72 The information should at the very least include the name and contact details of the shareholder, the number of shares held, the categories or classes of those shares or the date from which the shares are held. 73 The purpose of the transparency requirement regarding shareholder identification is to enable the company to identify its existing shareholders so that it can communicate with them directly and facilitate the exercise of shareholder rights and shareholder engagement with the company. 74 Therefore, shareholders, especially institutional investors, should be more transparent regarding their approach to shareholder engagement. 75 The implications of the transparency requirement on shareholder identification is attendant on the approach shareholders take to waging their activist campaigns. The lower transparency threshold of 0.5 per cent of shares or voting rights on shareholder identification set by the SRD can enable a company to easily identify any shareholder with the potential for stake-building through a shareholder coalition. In this way, the company will be alert to a potential proxy fight in its very early stages, either real or potential. For shareholders, their intention to engage in stake-building through a shareholder coalition will be more easily identified, particularly in connection with activist institutional investors like hedge funds who are heavily dependent on the stakebuilding technique of a 'wolf pack'. Even though shareholders can build stakes that are sufficient to wage or potentially wage activist campaigns, they must take into account the legal risk of a mandatory takeover bid if their attempts at stake-building are caught for acting in concert under Article 5.1 of the EU Takeover Bids Directive. 76 Moreover, the controlling share blocks in most listed companies in continental Europe presents a big barrier for activist shareholders when building stakes of shares sufficient to launch their activism campaigns.
While a shareholder coalition is legally available in almost all the European countries, it should be noted that as a mechanism of shareholder activism it is significantly distinct from a shareholder coalition as a mechanism of internal corporate control enhancement. The key distinction is that the former is not for corporate control whereas the latter is. There are several reasons for this. First, the former is for shareholder engagement, through a proxy fight, and is designed to enforce change on management while the latter is for controlling shareholders through entrenched equity ownership concentration to maintain and increase internal control. Second, the former is to enable activist shareholders to enforce change on management so that they can remove incumbent directors to improve shareholder value while the latter empowers controlling shareholders to pursue rent-seeking to the extent that they can extract the private benefits of corporate control at the expense of other shareholders. The corollary is that shareholder coalition is popularly used by controlling shareholders for internal corporate control; however, it is uncommon for minority shareholders to use this for shareholder activism in Europe.
In Europe, the effect of shareholder engagement voting for proxy proposal is not limited in the way that it is in the USA, where the board of directors initiate almost all major corporate decisions and shareholders who wish to influence corporate decisions must vote for the board of directors. In other words, shareholders can only influence management through the board of directors. The reality is that the board of directors usually upholds management proposals and rarely implements shareholder proposals. The only way that shareholders can introduce a new corporate decision is to reject incumbent directors by waging a proxy fight. This is perhaps the main reason why shareholder activism by means of a proxy fight is so popular in the USA. More importantly, access to proxy voting for shareholders, institutional investors especially, is relatively easier in the USA than it is in the EU. As for the removal of directors, the situation is less favourable for shareholders in the USA than in the UK, Germany, France and Italy, where national legislation gives shareholders more voting powers by allowing them to request a vote at any time. This suggests that the proxy fight is not the preferred method shareholders use to engage with companies in which they hold shares. This may explain why the US style of shareholder activism through a proxy fight is so infrequent and why shareholder activism through dialogue between activist shareholders and corporate management is preferred and encouraged in Europe, especially in the form of collective engagement.
The mechanisms of institutional activism among QFIIs in China
Shareholder activism, especially institutional activism, has spilled over from the USA to Europe and elsewhere, changing the corporate governance landscape across the world. However, the extent of this change differs between countries, and styles of activism differ. In Europe, the American style of shareholder activism, and particularly the typical mechanism of the shareholder coalition or 'wolf pack', has not been seen to date. One reason for this is the difference in legal and regulatory environments. The same is true for other non-European countries such as China.
Until recently, shareholder activism was wholly alien to China. Its entry into the World Trade Organisation (WTO) on 11 November 2001 has not changed this. In research on 432 activist campaigns launched by 129 activist hedge funds during the period 2000-2010 across 25 countries (including China but excluding the USA), there were no activist campaigns conducted in China. 77 Other research on shareholder activism in the share structure split reform in 2005 among Chinese companies showed that institutional investors actively participated in the reform but did so by entering alliances with, rather than fighting against, the controlling shareholders. 78 There is anecdotal evidence to suggest that, since 2010, a few QFIIs have begun to participate actively in corporate governance in their portfolio companies. While this is not US-style shareholder activism, and such participation is infrequent, it may indicate the emergence of shareholder activism in China; this marks an emerging change in Chinese corporate governance in circumstances where shareholders, including institutional investors, have always tended to be passive. When participating in the general meeting they seldom vote against management, let alone demand changes to corporate governance. However, the atypical evidence indeed shows the potential for the development of shareholder activism in the future in China. In recent years, some institutional investors have voiced their concerns about the corporate governance of listed companies, indicating that shareholder activism has begun to emerge in China.
This form of shareholder activism is characterized by institutional investors acting together to voice their concerns about portfolio companies. Such joint engagement is more like the collective engagement encouraged by the EU SRD than the shareholder coalition (wolf pack) popular in the USA. Institutional investors engage in this style of activism because Chinese listed companies are populated by 'strong majority shareholders and weak minority shareholders'. Institutional investors tend to be minority shareholders, therefore, unless they engage jointly, they can have little influence over management which tends to be controlled by majority shareholders.
Structural barriers to shareholder activism in China
In China, the share structure of listed companies is one of high concentration where majority shareholders (usually the single largest shareholder) hold controlling shareholdings. The share structure split reform in 2005 aimed to reduce the number of shares held by the state and the SOEs to improve market liquidity. It did achieve these goals but, arguably, it only changed highly concentrated shareholding to a degree and shifted this concentration from the state and SOEs to other majority shareholders like non-SOEs. It did not fundamentally change the highly concentrated share structure in Chinese listed companies. 
Legal and regulatory barriers to shareholder activism in China
Beyond the structural barrier of 'strong majority shareholders and weak minority shareholders', legal and regulatory environments affect the viability of shareholder activism and influence how it is carried out. practically impossible in China. Where jawboning and dialogue do occur, they are not aimed at corporate governance reform. Instead, they take the form of collusion between majority shareholders and institutional investors to extract private benefits at the expense of other minority shareholders. 81 Such conduct could potentially be the subject of public censure by the two stock exchanges in China, but minority shareholders rarely if ever make their complaints public. This leaves the shareholder proposal as perhaps the only mechanism in law allowing shareholders to influence management at shareholder meetings. Shareholders who hold more than 3 per cent of shares, either individually or jointly, in a company can submit a shareholder proposal to the shareholder meeting.
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The threshold of 3 per cent in China is much higher than the 1 per cent required in the USA. Individual institutional investors normally fall below this threshold and therefore need to coordinate with others if they intend to submit a shareholder proposal. This suggests that joint engagement offers the greatest potential for institutional investors to engage in activism. However, legal and regulatory barriers to joint engagement may deter them. Three barriers will now be considered: portfolio limit, insider dealing liability and disclosure obligation.
Portfolio limit
The China Securities Regulatory Commission (CSRC) imposes limits on the extent of shareholdings by institutional investors in Chinese listed companies. 83 Two rules are particularly relevant. The diversification rule states that a fund cannot hold shares with a market value of more than 10 per cent of its own net assets in a single portfolio company. 84 This rule is intended to ensure that a fund maintains a diversified portfolio and limits its exposure to the price risk of a single stock.
The fragmentation rule demands that funds managed by the same fund manager cannot comprise more than 10 per cent of all the shares of a portfolio company. 85 This prevents fund managers from building a block of shares and using this position to manipulate stock prices. Market manipulation is a particularly severe problem in the Chinese stock market and institutional investors are often accused of collusion with majority shareholders to manipulate stock prices. The rule makes it impossible for a fund manager to build up a controlling, or even influential, interest in a single portfolio company.
Insider dealing liability
An institutional investor who holds more than 5 per cent of a company's shares is, in law, an insider within that company. 86 As insiders, institutional investors are subject to trading restrictions on the shares they hold in accordance with two insider-dealing rules. Under the short-swing profit forfeiture rule, any shareholder who holds more than 5 per cent of shares in a portfolio company and sells those shares within 6 months of purchase, or repurchases any shares sold within 6 months, must forfeit any profits from trade to that company. 87 Clearly, this rule is designed to prevent shareholders taking advantage of their position as insiders to trade on inside information and profit at the expense of other minority shareholders. However, it has a chilling effect by discouraging shareholders, particularly institutional investors, from holding more than 5 per cent of the shares of an individual company. This is because they will make no profits if they sell those shares within 6 months of purchase or repurchase them within 6 months of sale.
Under the insider-dealing liability rule, any shareholder who holds more than 5 per cent of shares of a portfolio company is an insider within that company and is presumed to have access to inside information. Under this rule, they are prohibited from trading in those stocks before such information has been disclosed publicly. 88 If they breach this rule, insider-dealing liability in the form of economic penalties and administrative sanctions may be applied. 89 Hence, shareholders are vulnerable to insider-dealing liability when they hold more than 5 per cent of shares in a portfolio company.
Disclosure obligation
There are two notable rules in laws and regulations relating to shareholders' disclosure obligations: mandatory disclosure and acting in concert. The mandatory disclosure rule requires that shareholders who hold, individually or jointly and through agreements or other arrangements, 5 per cent of shares in a portfolio company must notify the CSRC and the stock exchange and inform the company and the public within 3 days of reaching the threshold of 5 per cent. 90 Other arrangements may include administrative transfer or change, enforcement of judgement, inheritance and gifts. During this period, such shareholders should not purchase or sell stocks belonging to the same company. 91 Shareholders should further disclose each increase or decrease of 5 per cent or more of the shares of the company to the CSRC, the stock market, the company and the public.
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They should not purchase or sell the stock of the same company within 5 days, which includes 3 days for filing to the CSRC and the stock market and then notifying the company and the public, and 2 further days after this disclosure. 93 The rule ensures that shareholders holding more than 5 per cent of shares are transparent regarding their identities, stake-holdings and other sensitive information such as monthly trading records during the 6 months leading up to the disclosure. 94 concerned to identify shareholders whose stake-holdings might influence the policies and management of the company, especially in the case of shareholders acting in concert. The acting in concert rule specifies that shareholders who form a shareholder consortium through agreement or other arrangements are acting in concert in relation to a portfolio company. 95 Shareholders acting in concert are subject to more onerous information disclosure obligations requiring them to publish their identities, the purpose of shareholding and their stake in shares, stake-holding, time and method of stakeholding, the relationship between shareholders acting in concert, stock price, major transactions between themselves and portfolio companies in the 24 months prior to their stake-holdings and so on. 96 If the information disclosure contains false statements, misrepresentations or material omissions they will be punished with administrative sanctions and financial penalties. 97 Any false information disclosure may also lead to a CSRC investigation. 98 In practice, it is not uncommon in Chinese listed companies. Another rule that may be triggered in this scenario is that when shareholders acting in concert hold more than 30 per cent of all shares of a portfolio company, they should launch a mandatory takeover bid, either full or partial, for the company's shares. 99 The acting in concert rule may thus create a double bind, comprising a more burdensome disclosure obligation and the potential legal risk of a mandatory takeover bid for shareholders who intend to form shareholder consortia.
When institutional investors intend to collaborate in shareholder activism they need to keep in mind these three legal and regulatory barriers. Institutional investors can potentially form shareholder consortia to carry out shareholder activism in China, but the legal and regulatory barriers create a dilemma. If they do not act in concert their shareholder activism is likely to be unsuccessful given their very small shareholdings compared to the controlling shareholdings held by the majority shareholders; if they are indeed acting in concert these three legal and regulatory barriers may deter them. The dilemma persists and remains unsolved. Therefore, institutional investors are normally passive investors and shareholder activism is practically non-existent. The same is true of QFIIs who invest in the Chinese stock market, to whom these three legal and regulatory barriers also apply.
Technical barriers impeding the mechanism of institutional activism among QFIIs
Legal and regulatory barriers are the more obvious obstacles; however, in practice, the technical barriers are more important. QFIIs are one category of institutional investors in China and were permitted to invest in the Chinese stock market in 2002. China permitted QFIIs to do this to fulfil its commitment to opening its market to the world, made when it entered the WTO in 2001. Although permitted to invest in the Chinese stock market, QFIIs face strict controls on their qualifications to enter the stock market, including on investment quotas, capital thresholds, capital entry and exit, capital lock-in period, and the limit for repatriating earnings. The purpose behind these controls is presumably to guarantee that QFIIs who enter the Chinese stock market do so with a medium-or longterm investment strategy, and to control the risk of undesired capital flight. The fear is that this may cause instability in the Chinese stock market as happened in Southeast Asian countries in the 1997 Asian financial crisis. Accordingly, QFIIs may invest in the Chinese stock market in line with individual quotas approved by the Chinese government. When Chinese regulators introduced the QFIIs scheme, their assumption appears to have been that these restrictions would attract QFIIs of quality and experience, and therefore with the potential capacity to engage in activism, and these be required to invest on a medium-or long-term basis in Chinese listed companies. As a corollary, this would give QFIIs the incentive to engage with their portfolio companies. If so, QFIIs can potentially bring their experience of good practice in corporate governance and encourage Chinese listed companies to adopt appropriate arrangements, thereby improving the performance of investee companies. As of 29 June 2017, 283 QFIIs had been approved to invest in the Chinese stock market and the total quota allocated to them was US$92.774 billion, according to the State Administration of Foreign Exchange in China.
While this theory appears sound, in practice these goals do not appear to have been met. QFIIs may be able to form shareholder consortia through which to engage with their investee companies. However, in addition to the three legal and regulatory barriers, there may also be technical barriers hindering their capacity to form shareholder consortia, meaning that these legal and regulatory barriers do not even come into play.
The next section examines these technical barriers. It uses Sharpley-Shubik 100 and Banzhaf-Coleman 101 indices to measure the capacity or potential capacity of QFIIs to form shareholder consortia.
Sharpley-Shubik and Banzhaf-Coleman indices
The Shapley-Shubik and Banzhaf-Coleman indices are two popular indices that are applied in politics, law, finance and other areas, such as engineering, to measure the power or weight of a player or agent in a game with a coalition or cooperation structure. They originated in politics as a means of measuring the voting power of a Member State in an institution such as the European Union, IMF and the United Nations. They can be used, for example, to analyse the voting power of an individual voter in a political organisation, or the distribution of financial revenue to individual members of D & R alliances. This makes them well suited to analysing the influence and degree of control wielded by individuals and groups of shareholders in companies where voting rights are assigned by law.
Power indices enable us to analyse the distribution of voting power among individual voters in a voting body modelled as a simple game, which is defined as 'a cooperative/ completive enterprise in which the only goal is 'winning' and the only rule is a specification of which coalitions are capable of doing so'.
102 As a numerical measure, power indices assess the extent of influence of a voter who brings about the passage or defeat of a proposed resolution, based on the voter's importance in casting the deciding vote in a voting game. 103 This means that voting power measured by power indices can be interpreted in terms of probabilistic voting, defined as the relative ability of a voter to use his position to change a coalition from one that loses to one that wins in a voting body. 104 Central to the construction of these two indices is the concept of a pivotal or swing voter, which refers to the voter who casts the deciding vote in a voting game.
The Shapley-Shubik index is a specialized Shapley value 105 used to assess the a priori measure of the power of each agent in a collective decision-making procedure modelled as a simple game. 106 The Banzhaf-Coleman index 'is a reasonable measure of the power of committee members to influence a decision in a voting situation' 107 represented as a simple game. The Shapley-Shubik index is founded on Games theory while the BanzhafColeman index is premised on Probability theory. 108 Thus, the former is seen as focused on bargaining over payoffs that are realised by the winning coalition 109 while the latter is seen as focusing on 'changes as a result of members participating in coalitions'. 110 The difference behind the two indices is that the Shapley-Shubik index is concerned with how to form a winning coalition while the Banzhaf-Coleman index is concerned with how to justify a final winning coalition. 111 In the Shapley-Shubik index, a voter is pivotal in that, given an ordering of voters, their deletion from the coalition of voters transforms it from being in a winning position to being in a losing position. In the Banzhaf-Coleman index, a swing voter, based on the number of coalitions in which he/she changes his/her vote, is critical in that he/she is able to change the voting outcome. A winning coalition is a set of voters whose voting weight adds up to more than the quota defined by certain decision rules such as a supermajority or a simple majority. The two indices thus measure the voting weight (capacity or potential capacity) of a pivotal or swing voter in a winning coalition based on the decision rule chosen. The Shapley-Shubik index of a pivotal voter is a truncation of the Shapley value defined by a simple game, while the Banzhaf-Coleman index of a swing voter denotes the probability of a voter being critical, assuming that all voting configurations are equally probable. 112 The former is the ratio between the number of permutations of the set of voters in which a voter is pivotal to the number of possible permutations. The latter is the number of winning coalitions that a voter belongs to and in which the voter swings. These two indices are alternative ways of measuring the power of a voter in a voting body with a coalition structure. In a voting body with a noncoalition structure, the voting power of each voter is the same.
The Banzhaf-Coleman index is usually known as the Banzhaf index, which is essentially the same as the Coleman index. 113 The Banzhaf index includes a nonnormalized (absolute) Banzhaf index, which is the same as the Penrose index, and a normalized Banzhaf index. The former is the probability of swing for a player that reflects both the power of a player to prevent or initiate action and the power of players to act collectively. It is not generally equivalent to Coleman's indices and both are only equal in a simple game. The latter is the ratio between the number of swings for a player to the total number of swings for all players. The normalized Banzhaf index can be denoted as Coleman's two indices: power to prevent action and the power to initiate action, which decompose the power of a player into two different perspectives. Thus, Coleman's two indices can give information that cannot be obtained by looking at the Banzhaf index alone.
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In a voting body with a coalition structure, Coleman's power to prevent action is the ratio between the number of coalitions in which a voter swings to the number of winning coalitions, while Coleman's power to initiate action is the ratio between the number of coalitions in which a voter swings to the number of losing coalitions. These two indices are proportional to the Banzhaf index and to each other. The average of the two indices is equivalent to the Banzhaf index while their harmonic mean 115 is regarded as a nonnormalized Banzhaf index. Coleman's two indices focus on two different aspects of members' voting power in a voting body: to measure a voter's capacity to destroy a winning coalition and to measure a voter's capacity to turn a losing coalition into a winning one. There is no difference between the indices where there is simple majority decision rule. Conversely, there is a difference between them when there is supermajority decision rule. This is especially useful in cases where the choice of threshold centres on the ability of individual members and groups of members to block decisions.
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As a function, a power index is a measure of the influence that a player can exert on the voting outcome in a voting game. It cannot be negative and ranges from zero to one. The closer it is to one the larger the power index, while the closer it is to zero the smaller the power index. A voter who has a power index of zero is a 'dummy', 117 meaning that the voter is neither in a 'pivotal' nor a 'swing' position and has no influence over the outcome in a voting game. As a dummy, there are no circumstances in which a voter can change the outcome by changing his/her vote. This means that a dummy can be neither a pivotal nor a swing voter in a voting game with a coalition structure. The essence of a voter's power as measured by power indices is the capacity or potential capacity of a pivotal or swing voter. As a dummy, a voter can never influence the voting outcome and will not change the power of existing voters in a voting coalition.
According to Coleman's power to prevent action, a voter with a power index of one is a blocker. A blocker can prevent or destroy any decision by leaving a winning coalition. In Coleman's power to initiate action, a voter with a power index of one is a dictator. A dictator is the unique blocker in the game and the sole minimal winning coalition in the game. Clearly, a dictator can initiate any decision or change any decision from fail to pass by joining a losing coalition. A game may have more than one blocker, but this will then mean it has no dictator. If a voting game has a dictator, he/she is the only swing voter in the game.
In the context of a corporation, the application of Shapley-Shubik and BanzhafColeman indices encounters a problem in that calculating them when the number of shareholders is quite large is difficult, especially when this number is uncertain or infinite. This is a major factor that can limit the two indices as a means of measuring corporate control or the influence of shareholders in the everyday corporate world. The difficulty stems from 'incomplete data' 118 on shareholders and shareholdings. In practice, the number of shareholders in a company, especially a listed company, is vast and always changing. This is particularly true of small shareholders, who may number hundreds or thousands and whose identities may change very frequently in a very large listed company. This makes it difficult to collect complete and constant data from all shareholders in a company. More importantly, the percentage of shareholdings held by small shareholders is normally very low and most of them do not use their right to vote. In addition, the number of small shareholders is also very large, making it difficult for them to coordinate and act in concert when forming a shareholder coalition. Thus, small shareholders usually play little role in corporate voting. This suggests that a distinction exists between large and small shareholders regarding the method and extent of influence wielded on voting power. Thus, it is important to not only differentiate the roles played by large shareholders and small shareholders but also to calculate power indices to measure their voting power separately in a corporate voting game.
The solution to this problem lies in using Oceanic Games theory to calculate ShapleyShubik and Banzhaf-Coleman indices in large games where there is an uncertain or infinite number of players. The theory was devised by Shapley and Shapiro who analysed the Shapley value for an uncountable 'ocean' of players in an infinite-person game.
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Dubey and Shapley applied the theory to derive Banzhaf indices for players in such a game. 120 An oceanic game is a game in which the number of players can be uncertain or infinite. In this game, players can be treated as major or minor players. Major players are atomic players who constitute a finite discrete set while minor players are non-atomic players who constitute an infinite set. The former, whose weight is finite, are treated individually while the latter, whose weight is infinitesimal, are treated collectively. Nonatomic minor players are composed of an 'ocean' in which individual minor players are not considered. Atomic major players are those out of the 'ocean'. Therefore, the incomplete data problem that causes difficulty when calculating Shapley-Shubik and Banzhaf-Coleman indices can be ignored.
In terms of a mathematical expression, an oceanic game is denoted by Let PðxÞ¼fx i jx i g xi 2 M, the Shapley-Shubik index i is then defined by 
q À wðSÞÀw i = 1 À wðMÞ ; 1 . S denotes a subset of M that does not include a pivotal player. s is the number of elements in S. If the total value of all minor players in the 'ocean' is defined as È; then È þ ðMÞ¼È þ P i ¼ 1. The value of any individual minor player in the 'ocean' is zero.
Let f i ðxÞ¼Pr½q ÀÀw i v i ðxÞ q and set x ¼ 0.5, the Banzhaf-Coleman index i is defined by
where v i (x) denotes a random variable that counts the number of votes cast by others on the same side as i. g i (S, x) is the probability of player i swinging given that set S votes for a proposal in a voting game. Therefore, formulas (4) and (5) are two oceanic games models that can be used to calculate the Shapley-Shubik index i and Banzhaf-Coleman index i in a voting game with a finite set of major players and an infinite set of minor players.
The capacity or potential capacity of QFIIs to form a shareholder consortium
The two oceanic games models introduced above apply the Shapley-Shubik and BanzhafColeman indices to measure the capacity or potential capacity of QFIIs to form shareholder consortia who then engage in activism in Chinese listed companies. The models enable us to measure the voting power of shareholders, including QFIIs in Chinese listed companies, taking into consideration the specific characteristics of shareholder structure and shareholding distribution in Chinese listed companies. Shareholder structure is composed of two categories: large shareholders and small shareholders. The former consists of the 10 largest shareholders, a finite set of major shareholders, while the latter includes all the remaining shareholders, an infinite set of minor shareholders. A similar distinction between large and small shareholders is made for shareholding distribution. Accordingly, the shareholder structure and shareholding distribution of the 10 largest shareholders are both certain, whereas they are uncertain for the remaining small shareholders.
To use the two oceanic games models, shareholders who constitute the finite set of major players in the game must be certain and data on them must be available to calculate their voting power. This is particularly important for listed companies with hundreds or thousands of shareholders. Luckily, Chinese databases normally identify the 10 largest shareholders and collect their data. This is why the 10 largest shareholders are chosen to form a finite set of major shareholders. Chinese databases also collect data on QFIIs. These encompass the characteristics of shareholder structure and shareholding distribution of Chinese listed companies. small shareholders in a listed company. Small shareholders hold shares purely to make profits and do not use their right to vote. The data on their shareholdings are not publicly available. Therefore, their influences on corporate voting are usually zero. QFIIs are foreign institutional investors who are permitted to invest in Chinese listed companies. Compared to other small shareholders, their shareholdings are relatively certain, meaning that data on their shareholdings will be available. This suggests that QFIIs can be drawn out of an infinite set of small shareholders and be treated 'separately'. Accordingly, QFIIs can be analysed alongside the 10 largest shareholders as a finite set of shareholders and their voting power can be measured.
The two oceanic games models based on the Shapley-Shubik and Banzhaf-Coleman indices can therefore be used to measure the voting power of large shareholders and QFIIs in Chinese listed companies. The 10 largest shareholders and QFIIs are treated as atomic players out of the 'ocean' while the other remaining small shareholders are treated as non-atomic players in the 'ocean'. This enables us to measure QFIIs' voting power and analyse their capacity or potential capacity to form shareholder consortia and thus engage in activism.
To situate QFIIs' voting power in context, the 10 largest shareholders must first be identified. Amongst these, the largest shareholders are particularly important because they may significantly influence the other nine largest shareholders as well as small shareholders. In Chinese listed companies, the largest shareholder is normally a de jure or de facto controlling or real controlling shareholder. In a company with simple majorityvoting rule, the voting power of the largest shareholder is 100 per cent if they hold 50 per cent or more of the shares. Consequently, the voting power of all the other shareholders, either individually or collectively, is zero, regardless of the size of individual shareholdings or their distribution. In this scenario, it is meaningless to measure the voting power of any of the other shareholders. Therefore, companies where the largest shareholders hold 50 per cent or more of shares must be excluded. Table 1 Clearly, it would therefore be misleading to include companies whose largest shareholders hold more than 50 per cent of shareholdings when measuring the voting power of shareholders in Chinese listed companies. In addition, it is also inaccurate to include companies with missing data on any one of their 10 largest shareholders, provided that these shareholders constitute a finite set of atomic players. Therefore, companies where the voting power of shareholders is measured should be those whose largest shareholders hold less than 50 per cent of shareholdings, excluding companies with missing data on any one of the 10 largest shareholders from 2002 to 2016. For this reason, the companies selected must satisfy two criteria: (1) largest shareholders in selected companies hold less than 50 per cent of shareholdings and (2) there must be no missing data on the percentage of shareholdings from any one of the 10 largest shareholders in the selected companies. Columns 7 and 8 in Table 1 show the number and percentage of selected companies in the period 2002-2016. Three observations can be made from Table 1 . First, from 2002 to 2016, the average yearly percentage of companies whose largest shareholders hold more than 50 per cent of the shares was 24.86 per cent. Therefore, in one quarter of all Chinese listed companies, the largest shareholders hold more than 50 per cent of shareholdings. Although the yearly percentage of companies whose largest shareholders hold more than 50 per cent of shareholdings has decreased significantly over time, by 2016 15.67 per cent of companies still had a controlling shareholder. Second, from 2002 to 2016, the average yearly percentage of companies whose largest shareholders hold less than 50 per cent of shares was 75.14 per cent. Therefore, in three quarters of all Chinese listed companies, the largest shareholders hold less than 50 per cent of the shares. Over time, the yearly percentage of companies whose largest shareholders hold less than 50 per cent of shareholdings has risen. Third, from 2002 to 2016, the average yearly percentage of companies whose largest shareholders hold less than 50 per cent of shares, excluding companies with missing data on any one of the 10 largest shareholders, was 74.12 per cent. A difference therefore exists between Chinese listed companies whose largest shareholders hold less than 50 per cent of shareholdings and Chinese listed companies with missing data on any one of the 10 largest shareholders. This difference is 1.02 per cent. The trend in the yearly percentage of companies whose largest shareholders own less than 50 per cent of shareholdings, excluding companies with missing data on any one of the 10 largest shareholders, also increased during this period.
To measure QFIIs' voting power, the 10 largest shareholders from companies that satisfy these two criteria, plus the QFIIs, constitute a finite set of 11 atomic players. Correspondingly, other small shareholders are composed of an infinite set of non-atomic players. As such the two oceanic games models can be used to calculate Shapley-Shubik and Banzhaf-Coleman indices for the QFIIs. Data on the 10 largest shareholders and QFIIs were collected from the Wind database. These cover the period from 2003 to 2016 because yearly data on QFIIs first became available from the end of 2003. The calculations on the Shapley-Shubik and Banzhaf-Coleman indices were conducted using ssocean and ipdirect programmes. 126 The average yearly percentage of shareholdings held by the 10 largest shareholders and QFIIs were used as weights in the calculations. Quota c ss for the Shapley-Shubik index was calculated from the formula: voting rule-(100 -combined weight of all atomic players) while quota c bc for the Banzhaf-Coleman index was calculated from the formula: voting rule-(100 -combined weight of all atomic players)/ 2. The voting rule used here is simple majority rule, which was set at 50.01. Table 2 presents the Shapley-Shubik indices for the 10 largest shareholders and QFIIs from 2003 to 2016. Four observations can be identified from Table 2 . First, the yearly average ShapleyShubik index of largest shareholders during this period was 0.415382. This means that the voting power of the largest shareholders is normally in the form of working or de facto control. Although the Shapley-Shubik index has tended to decrease, the minimum yearly Shapley-Shubik index was 0.400479 in 2016 (Figure 3) . Second, the yearly average Shapley-Shubik index of QFIIs was 0.013579 and the maximum yearly Shapley-Shubik index was 0.018948 in 2005. The Shapley-Shubik index also tended to decrease during this period (Figure 4) . The ratio of the average yearly sum of Shapley-Shubik indices of QFIIs to the yearly average Shapley-Shubik index of largest shareholders was 0.0327. This means that the Shapley-Shubik index of largest shareholders was about 3,057 times larger than that of QFIIs. This indicates that QFIIs' voting power was on no occasion 'pivotal' in any voting games in Chinese listed companies.
Third, the average yearly sum of Shapley-Shubik indices from the second to the tenth largest shareholders was 0.209397. The maximum yearly sum of Shapley-Shubik indices was 0.234153 in 2016 and the Shapley-Shubik index generally tended to increase during this period ( Figure 5 ). The ratio of the average yearly sum of Shapley-Shubik indices from the second to tenth largest shareholders to the yearly average Shapley-Shubik index of the first largest shareholders was 0.5041. This means that the Shapley-Shubik index of Table 2. the largest shareholders was about twice the size of that of the other nine largest shareholders in Chinese listed companies.
Fourth, the average yearly sum of Shapley-Shubik indices from second to tenth largest shareholders and QFIIs combined was 0.223382. The maximum yearly sum of ShapleyShubik indices was 0.244594 in 2016 and the Shapley-Shubik index tended to increase slightly during this period (Figure 6 ). The ratio of the average yearly sum of ShapleyShubik indices from second to tenth largest shareholders and QFIIs to the yearly average Shapley-Shubik index of largest shareholders was 0.5888. This means that the ShapleyShubik index of largest shareholders was about 1.70 times larger than that of the second to tenth largest shareholders and QFIIs combined. This means that the collective voting power of second to tenth largest shareholders and QFIIs was not 'pivotal' in any voting games in Chinese listed companies. Table 3 presents the yearly Banzhaf-Coleman indices of the largest shareholders and QFIIs from 2003 to 2016. Two observations are immediately evident. First, the yearly Banzhaf-Coleman indices in terms of the Absolute Banzhaf Index, Normalized Banzhaf Index, Coleman's Power to Prevent Action and Coleman's Power to Initiate Action of the largest shareholders were all equal to one. This means that the largest shareholders were not only blockers but also dictators who held 100 per cent of the voting power in any of the oceanic games. They were able not only to initiate but also to prevent any action in any voting games. Second, the yearly Banzhaf-Coleman indices of QFIIs in terms of the Absolute Banzhaf Index, Normalized Banzhaf Index, Coleman's Power to Prevent Action and Coleman's Power to Initiate Action of QFIIs were all equal to zero. This means that QFIIs are dummies whose voting power is zero. Therefore, QFIIs cannot be a 'swing' player in any voting games. They are neither able to initiate nor able to prevent any action in any voting games in Chinese listed companies.
The following three findings can also be identified from the foregoing observations. (1) Largest shareholders normally hold the voting power which is in the form of complete control or at least working control of the result in a voting game in Chinese listed companies. This voting power can not only destroy or stop any action proposed by any other shareholders, either individually or collectively, it can also initiate or execute any Table 2. action proposed by themselves. (2) QFIIs' voting power is very trivial and cannot decisively change the result in a voting game in Chinese listed companies. Therefore, they cannot destroy or stop any action proposed by any of the largest shareholders nor initiate or execute any action proposed by themselves or any other shareholders, either individually or collectively. This is because the voting power they hold makes them unable to be either pivotal or swing voters and are thus unable to change the result of a voting game from a loss to a win in Chinese listed companies. (3) The collective voting power of second to tenth largest shareholders and QFIIs is significantly smaller than that of any of the largest shareholders and thus they are correspondingly unable to make a decisive change in any voting games in Chinese listed companies. The collective voting power of second to tenth largest shareholders and QFIIs is unable to beat or defeat the voting power of the largest shareholders even when they have formed a shareholder coalition.
Therefore, the voting power of the largest shareholder has a significant impact on the voting power of all the other shareholders, either individually or collectively, in a company with an ownership structure, especially a listed company. If a majority shareholder is the largest shareholder in a company, they have all the voting power and none of the other minority shareholders therefore has any voting power at all. However, Coleman's Power to Initiate Action the voting power of the largest shareholder is normally decisive in a voting game if the largest shareholder has a very substantial minority shareholding in a company. This is the case even to the extent that the largest shareholder has working control of the voting result, provided the voting power of the largest shareholder is sufficiently large. This is without considering cases where the voting power of the largest shareholder with a very substantial minority shareholding is one and the voting power of any other shareholders is zero. This is exactly the situation in Chinese listed companies.
The foregoing discussions suggest that if QFIIs join in shareholder consortia, the potential mechanism for QFIIs' institutional activism, they will have an impact on the corporate governance of investee companies. The largest shareholders are dominant controlling shareholders who can block any shareholder proposal from other shareholders in Chinese listed companies. This is the first technical barrier that QFIIs encounter when they intend to submit a shareholder proposal when striving for change in corporate governance in Chinese listed companies. In addition, QFIIs themselves are not able to change a voting result from a loss to a win in a general meeting because they are powerless to do so, simply because their joining shareholder coalition has no influence on the voting result. This is the second technical barrier they encounter when they actively engage with their portfolio companies in the Chinese stock market. Furthermore, when striving for change in corporate governance, QFIIs are not able to campaign for stakebuilding to form a shareholder consortium with a pooled weight of shareholdings sufficient to put pressure or potential pressure on management, who are controlled by the largest shareholders in China. The reason for this is that the collective weight of shareholdings held by the nine largest shareholders (excluding the largest shareholder) and QFIIs is still much smaller than the weight of shareholding held by the largest shareholder in a Chinese listed company. This is the third technical barrier they will encounter when they wish to launch a proxy fight and initiate change in portfolio companies by means of shareholder consortia. If QFIIs wish to campaign for stakebuilding to form shareholder consortia, intending to put pressure or potential pressure on management for a change in corporate governance, it is difficult for them to do so. The simple issue is that the weight of shareholdings pooled in shareholder consortia cannot compete with the weight of shareholdings represented by management, who are controlled by the largest shareholders in China.
Clearly, these three technical barriers can deter QFIIs from forming shareholder consortia and engaging in institutional activism. In theory, QFIIs have no capacity, or indeed any potential capacity, to engage themselves by way of shareholder consortia and play their role in institutional activism, as measured by Shapley-Shubik and BanzhafColeman indices of voting power. In practice, an exception might exist in cases where the management of portfolio companies would be willing to communicate and negotiate with them. This may be a possibility in China and has happened in the USA and Europe. For instance, the management of Chinese listed companies may respect QFIIs who can provide advice on good corporate governance in line with the expectations of Chinese governance in their portfolio companies. Some are used more publicly than others, such as the shareholder proposal. In recent decades, a shareholder coalition in the form of a 'wolf pack' has become more popular. The 'Wolf pack' is thus in vogue as the mechanism of institutional activism, particularly in the USA. In Europe, 'Wolf pack activism' has worked to some extent in the UK but has had little influence in continental European countries, where dialogue is the preferred mechanism of institutional activism and is highly encouraged.
Institutional activism is perhaps foreign to China. QFIIs are foreign institutional investors who are permitted to invest in stocks of Chinese listed companies. They are expected to bring with them a form of institutional activism that may improve corporate governance in Chinese listed companies when they invest in the Chinese stock market. Disappointingly, the reality seems to suggest the opposite. Legal and regulatory barriers such as portfolio limits, insider dealing liability and disclosure obligations work against them. Additionally, technical barriers such as controlling largest shareholders, powerless QFIIs and weightless shareholder consortia also play a role. Moreover, QFIIs have no capacity or potential capacity to initiate change, shown by their voting power as measured by the Shapley-Shubik and Banzhaf-Coleman indices in this article. This makes them unable to form shareholder consortia that have the combined voting power sufficient to initiate any change in corporate governance in Chinese listed companies. Shareholder consortia, as the mechanism for shareholder activism in China, does not work to the extent that the 'wolf pack' has worked in the USA, even though it is legally available to shareholders, including QFIIs, of Chinese listed companies. A question therefore arises: how can shareholder consortia work if, as the mechanism of shareholder activism, it can be used by QFIIs to execute institutional activism? This is a challenge that Chinese policy-makers and regulators will have to address if they expect QFIIs to bring their good corporate governance experiences to bear in Chinese listed companies.
